NYDIA M. VELAZQUEZ, NEw YORK BLAINE LUETKEMEYER, MissouRrl

CHAIRWOMAN Ranking MEMBER

Congress of the Lnited States

1.5. Novse of Representatioes
Committee on Small Business
2300 TRaubum Aouse Office Building

Aashington, DE 20515-6315

MEMORANDUM

TO: Members, Subcommittee on Innovation, Entrepreneurship, and Workforce
Development

FROM: Jason Crow, Chairman

DATE: March 9, 2022

RE: Subcommittee Hybrid Hearing: “Skill, Upskill, and Reskill: Analyzing New

Investments in Workforce Development.”

The Committee on Small Business Subcommittee on Innovation, Entrepreneurship, and
Workforce Development will meet for a hybrid hearing titled “Skill, Upskill, and Reskill:
Analyzing New Investments in Workforce Development.” The hearing is scheduled to begin at
10:00 A.M. on Wednesday, March 9, 2022, in person in 2360 Rayburn House Office Building
and via the Zoom platform.

Despite the labor market recovering most of the jobs lost during the COVID-19 pandemic, there
has been an ongoing labor shortage since mid-2021. This has particularly impacted small firms,
that had already been struggling with recruiting and retaining a skilled workforce. This hearing
will examine the factors contributing to the workforce shortage and discuss potential solutions,
including changes to the workforce development system, the bipartisan Infrastructure Investment
and Jobs Act, and other proposals.

Panel
e Mr. Gerald Lee Arnold, Business Manager and Financial Secretary Treasurer, Denver
Pipefitters Local #208, Denver, CO.
e Dr. Mordecai Brownlee, Ed.D., President, Community College of Aurora, Aurora, CO.
e Mr. Joseph W. Kane, Fellow, Brookings Institution, Washington, D.C.
e Ms. Diane Benck, General Operations Manager and Owner, West Side Tractor Sales Co.,
Lisle, IL.

Background
The onset of the COVID-19 pandemic produced one of the most dramatic shocks to the labor

market in American history. Between February and April 2020, the U.S. economy shifted from a
long-term workforce shortage and an unemployment rate of 3.5 percent to an unemployment rate



of 14.8 percent® and a loss of roughly 22 million jobs.? Because the initial shock was felt so deeply,
Congress introduced an array of relief and stimulus measures through programs like the CARES
Act and the American Rescue Plan leading the way to one of the quickest economic recoveries in
the world.® Jobs immediately began returning after the lowest point of the recession in April, and
Gross Domestic Product (GDP) took only a year and a half to fully recover.* Throughout 2021,
the U.S. economy added 6.6 million jobs® and unemployment dropped to 4 percent, something that
took nearly a decade after the financial crisis.®

By June of 2021, there were already more jobs available in the economy than unemployed
individuals seeking them. While unemployment was still at 5.4 percent, job openings totaled over
10 million —a record high. Since then, this labor shortage has been widening, particularly affecting
small firms, who often lack the resources to adequately recruit and retain skilled workers. In
response, a number of proposals have emerged to invest in training and education to broaden the
pool of workers with the skills to succeed in these jobs.

Small Business Labor Shortage

While small firms are concerned about other economic issues occurring due to the pandemic, like
inflation and supply chain issues, their top concern is mainly the difficulty of attracting and
retaining qualified employees. According to a survey of Goldman Sachs’ 10,000 Small Businesses
participants, 50 percent of respondents report the labor shortage as their top issue, compared to
supply chain issues and inflation, which garner 19 and 18 percent respectively.” According to the
same survey 67 percent of small businesses are currently hiring, 87 percent of those hiring are
finding it difficult to recruit, and 97 percent say the difficulty hiring is impacting their bottom line.®
Moreover, two-thirds of small business owners think the Federal government has not done enough
to address hiring challenges.®

Shortage Contributors

Prior to the pandemic, the U.S. had seen its longest ever expansion after the 2008 financial crisis.
The unemployment rate was hovering around 3.5 percent, and there were more job openings in the
economy than unemployed people seeking them.'® Two years after the onset of the pandemic, there
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is an even greater shortfall in the number of jobseekers compared to the number of jobs available.
On the last day of December 2021, 10.9 million job openings existed in the economy.!! At the
same time, there were 6.3 million unemployed individuals.*®> With a ratio of 0.6 unemployed
individuals per job opening, this shortage is much wider than the 0.8 ratio experienced throughout
2018 and 2019. There are several factors that may be contributing to this shortfall, including
COVID-related immigration policies, early retirements, and lack of childcare available to parents.

Immigration
One possible contributor to this shortage is the lack of legal immigration during the COVID-19

pandemic. During the prior Administration, legal immigration had been slowed, partially
contributing to the pre-COVID shortage. However, COVID-era immigration rules continued to
slow legal immigration to the U.S., contributing to a shortfall of roughly 2 million working-age
immigrants had pre-2020 immigration trends continued.® Moreover, visa processing at U.S.
embassies and consulates around the world was severely disrupted due to COVID-related issues,
contributing to a backlog of over 460,000 unprocessed visas as of the end of 2021.1

Early Retirements

Another potential contributor to the workforce shortage that exists today is the wave of early
retirements that emerged as a result of the pandemic. Goldman Sachs found that 5 million people
had left the labor force during the pandemic for a variety of reasons. Approximately 3.4 million
(nearly 70 percent) of those who left are over the age of 55 and 2.5 million, or roughly half, do not
plan on returning.’® According to the Federal Reserve Bank of Dallas, the share of the population
in retirement from February 2020 to April 2021 was roughly 1.5 million people greater than it
would have been if the 2019 trend had continued.®

Worker Safety and Dependent Care

While early retirements and lack of immigration might be contributing to the stalled labor market,
many workers were laid off or left their jobs in the early days of the pandemic due to safety
concerns and their obligations to dependent family members like child and elder care. As of March
2021, 1.4 million fewer mothers with school-aged children were working in jobs outside the
household.” In fact, childcare has been increasingly inaccessible since the start of the pandemic.
An estimated 111,000 childcare jobs have been lost since February 2020 and the number of
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providers has been dwindling.'® This makes it more difficult for parents of young children to return
to the workforce as well.

Workforce Development as a Potential Solution

While a shortage of the total number of people in the workforce is an issue, there are still 6.5
million unemployed individuals looking for work, as of February 2022. Often, small firms are not
struggling with a lack of applicants for their open positions, but rather a lack of applicants with the
skills to do the job. Ensuring unemployed individuals have the skills and credentials to do a job
could be the first step to smoothing out a rough hiring market. It could also benefit workers as
well, by investing in their skills, long-term career potential could be created, and wages could be
pushed up as a result.

The U.S. Government has a number of established programs and systems to train and develop the
skills of American workers. These programs provide a combination of education and training
programs to prepare individuals for work and improve their prospects in the labor market.

Workforce Boards and One Stop Shops

The Workforce Innovation and Opportunity Act (WIOA) was enacted in 2014 as the nation’s
primary workforce development law.° It establishes local workforce boards and One-Stop shops
through formula grants given to states.® The local workforce boards coordinate between
businesses, nonprofits, and educational institutions to determine the workforce needs of the
communities and prepare potential workers for jobs in these areas. Workforce development
services are provided through its system of about 3,000 One-Stop centers nationwide.?! The worker
training provided is targeted to be responsive to the labor demands of the local economy.

Apprenticeships and Pre-Apprenticeships

Apprenticeships are a workforce development strategy that aim to provide workers with both on-
the-job training and related classroom instruction.?? While apprenticeships have long been popular
in places like Europe, particularly in skilled trades like construction, plumbing, and electrical work,
they have been sparsely used in America. While recent interest has grown in creating more
apprenticeships, such as through the recently passed National Apprenticeship Act reauthorization,
or the Trump Administration’s attempt to create an Industry Recognized Apprenticeship Program
(IRAPs), only about 6 percent of the American workforce utilizes Apprenticeships.?

However, with the rising cost of college tuition and the lack of guarantee that a college degree will
lead to a middle-class lifestyle, apprenticeships are continuing to gain popularity. Unfortunately,
there are some shortcomings with apprenticeship programs and their utilization. First, many
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apprenticeships are inaccessible to women and people of color. Women only make up 6 percent of
apprentices in the U.S.2* To help close this gap, community-based organizations (CBOs) and other
workforce intermediaries are providing pre-apprenticeship programs that provide remedial
training and prepare individuals for Registered Apprenticeships.?® These can be particularly useful
in providing a pipeline for those transitioning from low-wage work in service or retail into the
infrastructure jobs created by the Infrastructure Investment and Jobs Act.

Second, small firms tend to forgo apprenticeships, despite their demonstrated benefit, due to the
long-term investment it requires. Apprenticeships are earn-as-you-learn programs that traditionally
last multiple years. Such a long-term investment can be seen by many small businesses as a risky
investment. Some unions utilize multiemployer trusts to train many workers for multiple
businesses. That way, entire industries are contributing to the success of their workforce.
Contributors are not just large firms, but small ones as well. Overall, these programs tend to take
the financial responsibility out of the hands of the worker or trainee, allowing a more diverse group
of applicants to access these programs.

Community Colleges and Career & Technical Education

The more traditional classroom setting workforce development strategies are those of Community
College or Career & Technical Education (CTE). Community colleges are often thought of as a
stepping-stone to a four-year degree, however they provide more than just the coursework
requirements for an associate degree. Often, they also offer professional credentials as well as the
classroom portion of local apprenticeship programs. Moreover, community colleges are dispersed
throughout the country and more easily accessible than a four-year program. They work with
businesses and workforce boards to determine workforce needs and can even partner with
businesses in curriculum development.

CTE is funded by the Carl D. Perkins Career and Technical Education Act and is often targeted to
high schoolers looking for a more practical, career centered education, rather than the college
preparation material taught at most high schools.?® This often means more focus on STEM
curriculum, as well as hands-on learning to prepare students for a career and increase their
engagement with schoolwork. It can also help younger students obtain industry recognized
credentials without the need for post-secondary education. Some students are even given a
pathway toward earn-as-you-learn programs before graduation. This can help prepare students
with the skills necessary to be employed in the industries utilized by the Infrastructure Investment
and Jobs Act and help fill the gaps in an aging workforce.

Past Issues and New Proposals

While the federal workforce development system is well positioned to meet the needs of workers
and the small business community, it has been hampered by severe underinvestment for decades.
Over the past decade alone, the workforce system has seen a nearly 20 percent decline in federal
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funding when adjusted for inflation. While the U.S. labor force has grown by roughly half over
the past four decades, federal spending on workforce development has fallen by two-thirds.?” The
U.S. only spends about 0.1 percent of gross domestic product (GDP) on policies that promote
labor-force participation and help match workers to employment opportunities, compared to an
average of 0.6 percent in other developed nations.?

Workforce development is a key part of the President’s agenda based on the recognition that it is
not enough to simply create jobs, there must be a talent pipeline capable of filling these jobs. To
that end, workforce development expansion, improvement, and funding is provided throughout the
bipartisan Infrastructure Investment and Jobs Act and the Build Back Better Plan. For instance,
the Infrastructure Investment and Jobs Act (11JA) allows states to obligate funds from The National
Highway Performance Program, the Surface Transportation Block Grant Program, the Highway
Safety Improvement Program and the Congestion Mitigation and Air Quality Improvement
Program toward workforce development activities.?® I1JA provides grants to centers that train and
certify workers on the installation of energy efficient technologies, in partnership with employers
and labor unions. I1JA includes the Digital Equity Act of 2021, which creates two new grant
programs to develop digital equity plans and help give people the skills to participate in the 21
century economy.®® Additionally, many programs outlined in the 11JA include set asides for
workforce development and the creation of interagency working groups that will strategize how to
best train workers to implement the law. Moreover, the overwhelming majority of funds in 11IJA
are subject to Davis-Bacon requirements to ensure workers are paid a fair wage.

The Build Back Better Act would invest $20 billion in the federal workforce development system,
including Community College and Industry Partnership Grants, Industry or Sector Partnership
Grants, Registered Apprenticeships, Youth Apprenticeships, and Pre-Apprenticeships. The Build
Back Better Act would also increase labor law enforcement and address the underlying causes of
low workforce participation through child care assistance, universal preschool, and support for the
long-term care workforce.3!

Conclusion

Small firms are continuing to struggle with the tumultuous labor market induced by the COVID-
19 pandemic. This issue is the top concern of many businesses nationwide. While it may not bring
more working age people into the U.S., workforce development will help expand the pool of
qualified candidates that many businesses are seeking, thereby lowering costs to recruit and retain
workers and allow small businesses to get back to work as part of the economic recovery.
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